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Iran’s Economy 



Summary 

The Islamic Republic of Iran, a resource-rich and labor-rich country in the 
Middle East, is a central focus of U.S. national security policy. The United States 
asserts that Iran is a state sponsor of terrorism and that Iran’s uranium enrichment 
activities are for the development of nuclear weapons. To the extent that U.S. 
sanctions and other efforts to change Iranian state policy target aspects of Iran’s 
economy as a means of influence, it is important to evaluate Iran’s economic 
structure, strengths, and vulnerabilities. 

Iran faces several external challenges to its economy. Iran has long been subject 
to U.S. economic sanctions and, more recently, to United Nations sanctions. Partly 
due to the sanctions, some foreign countries and companies, particularly in Europe, 
have curbed trade and business with Iran. Iran also has faced challenges in obtaining 
foreign investment for development of its energy sector. Iran has turned to new 
trading partners, such as China and Russia, and has focused more heavily on regional 
trade opportunities. 

A significant internal challenge is reported domestic economic mismanagement. 
With the election of President Mahmoud Ahmadinejad in 2005, Iran’s economic 
policies have worked to reduce regional and class disparities through oil wealth 
redistribution. Ahmadinejad has tried to reduce unemployment and poverty through 
expansionary monetary and fiscal policies, including large energy subsidies and 
subsidized lending. However, some criticize these policies for contributing to 
unemployment and inflation and not reducing poverty. 

Another domestic vulnerability is Iran’s dependence on its oil sector; the 
government’s chief source of revenue is from oil exports. Iran has experienced 
strong economic growth in recent years due to the rise in international oil prices, but 
remains susceptible to oil price volatility. Iran has taken steps to diversify its 
economy, such as through building up its non-oil industry sectors. 

Because Iran does not have sufficient refining capacity, the country is highly 
dependent on gasoline imports to meet domestic consumption needs. To reduce this 
dependency, the country is seeking foreign investment to develop its petroleum 
sector. While some deals have been finalized, reputational and financial risks may 
have limited other foreign companies’ willingness to finali z e deals. 

Some analysts maintain that Iran’s economy is performing robustly; others 
suggest that the economy is underperforming, given the country’s vast resources. 
Despite the challenges faced by Iran, most analysts believe that the economy is not 
in immediate crisis, given the continued highs in oil prices. 

Members of Congress are divided about the proper course of action respect to 
Iran. Some advocate a hard line, while others contend that sanctions are ineffective 
at promoting policy change in Iran and hurt the U.S. economy. In the 1 10 th Congress, 
several bills have been introduced that reflect both perspectives. This report will be 
updated as events warrant. 
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Introduction 

The Islamic Republic of Iran, a resource-rich and labor-rich country in the 
Middle East, is a central focus of U.S. national security policy. The United States has 
designated the Iranian government as a state sponsor of terrorism. The 
Administration’s 2006 U.S. National Security Strategy argues that the United States 
“may face no greater challenge from a single country than from Iran.” 1 The United 
States contends that Iran is a destabilizing force in the Middle East and Oexpresses 
concern about its growing influence in the region and internationally. The Bush 
Administration has accused Iran of arming Shiite militias in Iraq, providing support 
to Hezbollah and Hamas, and inflaming sectarian strife in the Middle East. The 
Administration also has decried Iran’s uranium enrichment activities, which it alleges 
are being used to develop nuclear weapons. 

This report provides a general overview of Iran’s economy, addresses related 
U.S . policy concerns, and discusses policy options for Congress. The purpose of this 
report is two-fold. First, it provides insight into important macroeconomic trends, 
policy reforms and objectives, key economic sectors, international trade patterns, and 
sources of foreign exchange. Second, in the context of U.S. economic sanctions 
imposed for national security and foreign policy reasons, it evaluates Iran’ s economic 
structure, strengths, and vulnerabilities and discusses U.S. policy concerns. 

While some analysts maintain that Iran’s economy is performing robustly, others 
suggest that the economy is underperforming, given the country’s vast resources. 
External challenges faced by Iran’ s economy include U.S . and United Nations (U.N.) 
sanctions and other forms of U.S. -led pressure. Internal challenges include high 
inflation and unemployment levels, domestic economic mismanagement, dependence 
on the oil sector for export revenues, and dependence on gasoline imports. Despite 
the challenges faced by Iran, most analysts believe that the economy is not in 
immediate crisis, given the current highs in oil prices. This report will be updated 
as warranted by events. 



Background 

The 1979 Islamic revolution changed Iran’s modem political and economic 
history. Ayatollah Ruhollah Khomeini and his supporters transformed Iran into an 
Islamic state with a public sector-dominated economy. Iran’s economy subsequently 
was dealt a difficult blow by the Iran-Iraq war (1980-1988). In the post-war era, Iran 



1 “ The National Security Strategy of the United States of America - 2006,” March 2006. 
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has strived to rebuild war-tom local production, attract international investment, 
enhance foreign relations, liberalize trade, and, more recently, redistribute wealth 
under a series of a five-year economic plans. 

Iran is the second largest oil producer in the Organization of the Petroleum 
Exporting Countries (OPEC). The country’s oil and gas reserves rank among the 
world’s largest. Iran’s economy is largely dependent on oil and is highly susceptible 
to oil price shocks. The 1973 oil price bust sent the economy spiraling into crisis, 
while recent oil price surges have increased Iran’s export revenue and reserves. 

Since the 1979 U.S. embassy hostage crisis in Tehran, Iran has been subject to 
various U.S. economic sanctions. Such actions have been motivated over time by 
concerns regarding Iran’s nuclear program and support for terrorist organizations. 
More recently, the United States increasingly has focused on targeted financial 
measures to isolate Iran from the U.S. financial and commercial system. Sanctions 
have been imposed in order to change the Iranian government’ s policies with respect 
to its nuclear program and support to terrorist organizations. To that end, the United 
States has imposed sanctions to curtail the development of Iran’s petroleum sector 
and constrain Iran’ s financial resources in a way that motivates policy change in Iran. 
The United States also has applied diplomatic pressure on foreign countries and 
companies to limit business with Iran. 2 In addition to the United States, some 
European Union states and other countries have imposed sanctions on Iran in line 
with U.N. moves. 

The United States also has pushed for stronger international sanctions against 
Iran in the U.N. Most recently, in March 2008, the United Nations Security Council 
(UNSC) passed a third round of sanctions against Iran through Resolution 1803, 
calling for the inspection of suspicious international shipping to and from Iran that 
are suspected of carrying prohibited goods. It encourages greater monitoring of 
named Iranian financial institutions, travel bans for named Iranians, and freezes 
additional assets related to Iran’s nuclear program. 

In June 2008, the five permanent members of the UNSC (Britain, China, 
France, Germany, Russia, and the United States) and Germany offered to suspend 
further sanctions against Iran if Iran agreed to halt its uranium enrichment program 
and begin negotiations on constraints of its nuclear activity. 3 The six countries 
considered Iran’s response unclear, and in August 2008, they agreed to pursue a 
fourth round of U.N. sanctions against Iran. 4 



2 For more information on U.S. sanctions against Iran, see Kenneth Katzman, CRS Report 
RL32048, “Iran: U.S. Concerns and Policy Responses.” 

3 “U.S. Pushes for Tighter United Nations Sanctions Against Iran,” The Oil Daily , August 
7, 2008. 

4 Jonathan S. Landay, “U.S., 5 other nations to seek tougher sanctions against Iran,” The 

(continued...) 
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Iran has opposed U.S. and U.N. sanctions vehemently. The country has long 
maintained that the purpose of its uranium enrichment program is to produce fuel for 
nuclear power reactors, rather than fissile material for nuclear weapons. The 
government asserts its right to develop nuclear energy for peaceful purposes. Iran 
increasingly has questioned the justification of the sanctions in light of some recent 
positive reports on its nuclear activities. A November 2007 U.S . National Intelligence 
Estimate (NIE) assesses that Iran stopped its nuclear activities for weapons 
proliferation in 2003. 5 Iran and the International Atomic Energy Agency (IAEA) 
agreed in August 2007 on a work program that would clarify the outstanding 
questions regarding Tehran’ s nuclear program. Iran has clarified some questions, but 
a May 2008 report by the IAEA raised major new questions about Iran’s nuclear 
intentions. 6 



Overview of Iran’s Economy 

Macroeconomic indicators for Iran provide a mixed picture of the country’s 
economic situation. While the Iranian government asserts that its economy is 
performing robustly, there are elements of Iranian society that express concern about 
economic conditions. Some analysts raise questions about the economy’s long-term 
viability and contend that currently rising international oil prices mask 
vulnerabilities in the economy. The following section discusses certain 
macroeconomic indicators of Iran’s economy (Table 1 provides a summary of basic 
country and economic indicators). 7 



4 (...continued) 

Anniston Star, August 5, 2008. 

5 NIE, “Iran: Nuclear Intentions and Capabilities,” November 2007, accessible at 
[http://www.dni.gov/press_releases/20071203_release.pdf]. 

6 IAEA, “Implementation of the NPT Safeguards Agreement and relevant provisions of 
Security Council 1737 (2006), 1747 (2007) and 1803 (2008) in the Islamic Republic of 
Iran,” Report by the Director General, May 26, 2008, 
[http://www.iaea.org/Publications/Documents/Board/2008/gov2008-15.pdf]. 

7 Economic data for this report is largely based on data from the International Monetary 
Fund (IMF). As a member of the IMF, Iran reports on its economy to the IMF. The 
economic data is limited in its means of independent verification by the IMF. In addition, 
this report relies on data from the Economist Intelligence Unit and Global Insights, 
international economic research and forecasting agencies. U.S. government sources of data 
include the Central Intelligence Agency for general economic indicators and the Census 
Bureau for trade data. 
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Table 1. Iran Overview 



Indicator 


Description 


Land Area 


1.6 million square kilometers (slightly larger than Alaska) (CIA) 


Population 


65.9 million (CIA) 


Median Age 


26.4 years (CIA, July 2008 estimate) 


Head of State 


Mahmoud Ahmadinejad, elected as President in August 2005 


Capital 


Tehran 


Life Expectancy at 
Birth 


70.9 years (CIA, 2008 estimate) 


Gross Domestic 
Product (GDP) 


$753 billion (purchasing power parity); 

$294 billion (official exchange rate) (CIA, 2007 estimates) 


GDP Real Growth 
Rate 


6.2% (IMF, FY2007 estimate) 


GDP Per Capita 


$10,600 (CIA, 2007 estimate) 


GDP Composition at 
Factor Cost (Current 
Prices) 


Oil and gas, 27%; industry, 17%; services, 46%; agriculture, 
10% (IMF, 2008) 


Unemployment Rate 


12%, reported by Iranian government (CIA, 2007 estimate) 


Population Below 
Poverty Line 


18% (CIA, 2007 estimate) 


Inflation Rate 
(Consumer Prices) 


18.4% (IMF, FY2007 estimate) 


Exports 


$91 billion (IMF, FY2007) 


Export Commodities 


Petroleum, chemical and petrochemical products, fruits and nuts, 
carpets (CIA) 


Imports 


$55 billion (IMF, FY2007) 


Import Commodities 


Industrial raw materials and intermediate goods, capital goods, 
foodstuff and other consumer goods, technical services (CIA) 



Sources: Central Intelligence Agency (CIA) Factbook; IMF, Direction of Trade Statistics 
Note: The Iranian fiscal year runs from March 21 s1 to March 20 lh . 



Economic Growth 

Since 2000, Iran has experienced positive rates of real economic growth 
(percentage change GDP). According to the International Monetary Fund (IMF), the 
annual change in real GDP registered at 6.2% for FY2006 and was estimated to reach 






























